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KEY ECONOMIC INDICATORS 


1991 
1988 Prelim. 


Domestic Economy 

GDP current prices (tril. pts) 40.2 54.8 
GDP current prices ($ bil.) 344.4 

Real GDP growth (%) 5.2 

GDP per capita ($) 8,834 

Indust. Prod. Index (% chg.) 3.0 

Bank of Spain Loan Rate (avg %) 11. 
Bank deposit rate (1-2 yr) (%) 9. 
CPI (% chg. Dec./Dec.) 5. 
Govt. deficit (as % of GDP) Zs 
Employment and Wages 

Population (millions)*(see note) 37.7 
Labor force (millions.) 14.6 
Unemployment rate (%) 18.5 
Nominal wages (% chg.) 7.5 


Balance of Payments ($ bil.) 

Avg. Exch. rate (pts/$) 116.6 
Exports, FOB 39.6 
Imports, FOB 55.8 
Merchandise balance -16.2 
Net tourism 14.1 
Current Account balance -3.1 
Net foreign investment 9.5 
Foreign exchange reserves 39.9 
Foreign debt (govt. + priv.) 32.7 


U.S.-Spain Trade (customs basis) 
Spanish Exports to U.S. (§$ bil.) 3 
-U.S. share of total exports (%) T° 
-EC share of total exports (%) 65 
Spanish Imports from U.S.($ bil) 5 
8 
6 


-U.S. share of total imports (%) 
-EC share of total imports (%) 5 


Principal U.S. exports (1991): Aircraft & parts, computers, corn, 
soybeans, coal, machinery. 

Principal U.S. imports (1991): Fuel, footwear, olives, tires, motor 
vehicle parts, cement, metals, wine, transportation equipment. 

Source: Official Spanish statistics and Embassy projections 
*1991 Census; previous years Embassy estimates 





SUMMARY: 


The Spanish economy, the eight largest economy in the OECD, 
grew at a rate of 2.4 percent in 1991, down from 3.6 percent in 
1990. This is a higher rate than the European Community 
average. Economic growth should pick up to a 3 percent rate in 
1992, fed by continued increases in consumption and public 
sector spending. 


The moderating growth reflects not only weaker international 
conditions, but also government policies over the past three 
years aimed at bringing down the inflation rate. Both GDP 
growth and inflation rates remain about 1 percentage point 
above the EC average. The government has relied primarily on 
high interest rates to dampen domestic demand. 


The high interest rate policy has had the side effect of 
inducing substantial capital inflows, a factor in the 
appreciation of the peseta. The strong peseta has had 
differing effects depending on the sector. Spanish 
manufacturers complain that the strong peseta has resulted in 
the decline in competitiveness of Spanish goods and services. 
Spanish officials on the other hand note that the strong peseta 
has lowered the cost of investment goods essential to the goal 
of modernizing infrastructure and has kept down inflation among 
traded goods and services. 


Once the recent EC accord in Maastricht on convergence 
requirements to enter into the monetary union is ratified, it 
will set the limits for Spanish economic policy over the next 
few years. The primary requirement of EMU will be to down the 
inflation rate by over almost 3 percentage points. To do so, 
the government has turned its attention to reducing the main 
sources of inflationary pressure--the fiscal deficit and labor 
market rigidities. With elections required before October 
1993, the government in the short term has focussed on keeping 
the budget deficit at current levels. By 1996, the government 
hopes to cut the current 4.4 percent of GDP combined deficit to 
1.0 percent. Most of the reduction will come from freezing 
programs at current levels. The government also expects 
additional flows of EC funds, as was agreed to in Maastricht. 
In the labor market, the government will focus on limiting 
abuses of unemployment benefits, increasing training, and 
reducing barriers to certain professions. 


With prospects for economic growth looking better in Spain than 
in other EC countries, Spain will continue to be an excellent 
market for U.S. exports. With solid economic growth since 
Spain joined the EC, bilateral trade has grown rapidly, and 
good prospects remain for U.S. companies. In addition, U.S. 
companies are making significant investments in Spain, using 
Spain as a launching pad into the EC. 





-4=- 
PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Policy: Under the six-and-a-half year leadership of 
Economy and Finance Minister Carlos Solchaga, Spanish economic 
policy has been characterized by sound policies aimed at 
integrating Spain fully in the European Community (EC) and 
raising Spanish per-capita GDP and infrastructure levels to the 
EC average. The entry into the EC gave a strong boost to the 


economy in the mid-1980s when Spain averaged 5 percent real 
annual GDP growth. 


Inflation has remained above the EC average since Spain joined 
the Common Market in 1986. The result has been a slow decline 
in competitiveness of Spanish goods and services. Concern 
about the decline prompted Spanish Government officials to make 
the effort to reduce inflation the number one economic priority. 


The budget packages announced for 1991-1992 both contained 
ambitious plans to reduce the fiscal deficit. However, given 
lower-than-expected economic growth and greater social program 
expenditures, the central government deficit actually 
increased. In addition, the deficits by the regional 
governments have steadily grown. The combined government 
deficit now stands at 4.4 percent of GDP. 


Since the government has not been able to make progress on the 
fiscal front, its inflation control efforts have centered on 
monetary policy. The Bank of Spain, in mid-1989, instituted a 
high-interest rate policy to cool an overheated economy, which 
resulted in a lowering of inflation by 1.5 points. 


The high rates have attracted capital flows. Since the 
beginning of 1991, Spain has added $16.3 billion in reserves, 
bringing total reserves to $69.4 billion at the end of March 
1992. During 1991 and early 1992, the peseta has stayed near 
the top of its allowable 6 percent margin in the European 
Monetary System (EMS), and, on five occasions, the Bank of 
Spain was forced to cut interest rates (from 14.5 to 12.6 
percent) to keep the peseta within the established limits. 


Another important element in long-range efforts to reduce 
inflation is the elimination of structural barriers. In 
February 1992, exchange controls were virtually eliminated 
(save for reporting of large cash transactions in order to 
restrict money laundering). Investment regulations have been 
significantly liberalized, and obligatory membership in 
professional associations relaxed. 


Full integration into the European Single Market will also have 
a major effect on aligning Spanish prices with EC levels. The 
government continues to prepare for the post-1992 Single Market 
in the EC, and to phase down Spanish tariffs in accord with its 
EC Accession Treaty. At the end of 1991, Spain had adopted 
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around 70 percent of all EC single market directives, which are 
designed to bring national practices into conformity with 
EC-wide policies. Starting in January 1993, tariffs on EC 
origin nonagricultural goods will be eliminated, and remaining 
agricultural barriers will be lifted by 1995. 


To better position Spain in the European Single Market, the 
Government of Spain has had a major program of public works 
investments. Particular emphasis has been on alleviating 
transportation and telecommunications bottlenecks. The budget 
crunch, however, may limit such expenditures. 


Outlook for 1992: The Spanish economy is expected to grow 
around 3 percent in 1992. Most growth will come from the 
services sector, financed by continuing foreign capital flows. 
The manufacturing sector will continue to be stagnant, 
reflecting the effects of the high interest rate policy and 
general economic sluggishness in major OECD economies. 


Inflation may overshoot the government’s target and average 
around 6 percent in 1992. Tax increases implemented at the 
beginning of the year will result in price increases during the 
first semester in excess of 6 percent on a year-over-year 
basis. The government has decided not to try to reduce the 
budget deficit during 1992. Many observers expect elections to 
be called in early 1993; they must take place before October 
1993. One feature of the 1992 budget is a sharp increase in 
social spending, reflecting broader coverage for old age, 
health, and unemployment benefits. The increased benefits were 
agreed to following nationwide strikes in December 1989, but 
timed to come into effect in January 1992. With a rising 
fiscal deficit, the government will try to maintain the high 
interest rate policy. 


On a yearly basis, the employment picture will show little 
change for the year as a whole. There should be an upturn in 
employment as the tourism sector will hire additional workers 
for the Barcelona Olympics and Seville World’s Fair. However, 
most of these temporary jobs will disappear by year’s end. 
With the manufacturing sector expected to be sluggish, 
unemployment levels at the beginning of 1993 should be near the 
17 percent level experienced at the beginning of 1992. The 
government remains concerned about wage hikes that exceed 
inflation and productivity gains. It has set a goal of 
limiting negotiated wage increases to 5 percent, and the 
government has stressed that wage increases above this level 
would hurt employment creation. 


Both the trade and current account deficits should increase in 
1992, reflecting the continued strength of the peseta, Spain’s 
relatively buoyant economy, and high propensity to import. 
Foreign investment should remain strong, as companies position 
themselves for the European Single Market. 
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Medium-Term Outlook: The Challenge of Maastricht 


At the summit in Maastricht in December 1990, the EC heads of 
state agreed on convergence criteria for entrance into a common 
currency by 1997. The targets center on reducing inflation and 
controlling debt of the member states. Spain currently meets 
only one of the four requirements--that of the stock of debt 
not exceeding 60 percent of GDP (Spanish debt is only 45 
percent). The other three requirements basically require Spain 
to lower its inflation rate from the 1991 level of 5.5 percent 
to 4 percent or less. 


President Felipe Gonzalez has stated publicly that one of his 
government’s priorities is to be among the first group of 
countries to enter the monetary union. In April 1992, the 
government announced its program of economic convergence which 
emphasizes reducing the budget deficit from 4.4 percent of GDP 
to 1 percent by 1996, in addition to labor market reforms and 
regulatory changes to encourage greater competition. Reducing 
the budget deficit will imply a period of budget austerity, and 
given the government’s commitment to maintaining infrastructure 
spending equivalent to 5 percent of GDP, the focus of cost 
control will have to be on social programs. The government’s 
first effort at reducing eligibility for unemployment 
compensation has met with intense opposition from labor unions. 


An Overview of the Spanish Economy in 1991: The Spanish 
economy grew at a 2.4 percent rate in 1991, down from the 


3.7 percent in 1990, and the 4.8 percent average annual rate 
recorded from 1986-89. 


Total manufacturing output grew 0.8 percent in 1991, as the 
effects of the slower international economy and the strong 
peseta slowed growth. The automotive sector remained flat with 
production of 2.05 million vehicles, although exports of 
automobiles rose almost 25 percent. 


Construction expanded 3.7 percent in 1992, down from the 10.4 
percent rate recorded in 1990, The 10 percent plus annual 
growth rates of the past few years were largely related to 
public sector construction for the Barcelona Olympics, the 
Expo’92 World’s Fair in Seville , and the 1986-91 highway 

plan. With those extraordinary expenditures behind, the 
construction sector is facing an uncertain period, which is 
also compounded by a stagnant residential market as a result of 
the high interest rate policy. The first area which was hit by 
budget austerity was public works spending, and spending will 
likely remain constrained. The government has promised to 
increase highway spending over the current levels. 


Output of services went up 3.4 percent. This sector continues 
to have strong growth, reflecting high domestic consumption 
growth rates and increasing foreign tourism. The sector also 
has generated the bulk of new jobs over the past five years. 
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Agricultural output declined by 2.3 percent, and dry weather 
will also likely result in further declines in 1992. Spain’s 
agricultural productivity has shown significant gains since 
accession to the EC in 1986. Sectors like fruit and vegetables 
are competitive within the EC, while grain and livestock 
production have had difficulties. 


Employment and Wages: The slowdown in the economic growth rate 
resulted in almost nil net job creation in 1991. The number of 
employed remained at 12.6 million. Unemployment rose from 2.4 
million to 2.6 million. The increase in unemployment also 
increased government payments to the unemployed, one of the 
principal reasons for the surge in government spending in the 
second half of 1991. 


Most hiring is in the form of temporary labor contracts for up 
to three years. These were introduced as a labor market 
liberalization in 1984 and do not commit an employer to provide 


job security. Some 33 percent of all employees are now under 
such contracts. 


The unemployment rate, as measured by the national survey, 
Encuesta de Poblacion Activa (EPA), stood at 17 percent of the 
work force in December 1991, up from 16.1 percent in December 
1990 and 16.9 percent at the end of 1989. 


While such high figures would normally imply a large unused 
labor pool, most employers find the market tight for skilled 
labor. Many who are counted as unemployed are in fact working 
in the informal economy. The unemployment rate for heads of 
household is low, and virtually all the jobless in that 
category receive some sort of government assistance. 


Real wages rose 3 percent in 1991, not accompanied by similar 
gains in productivity. The increases prompted the government 
to again press for wage restraint in the 1992 round of 
collective bargaining, with the government setting a target of 
5 percent for negotiated wage increases. Actual settlements 
have been running around 7 percent. 


Although the number of individual strikes decreased, the number 
of workers involved in 1991 increased by 33 percent (2.3 
million versus 1.7 million in 1990). The number of man-hours 


lost to strikes was up 22 percent in 1992 (49.1 million versus 
40.1 million in 1990). 


Prices: Consumer prices increased 5.5 percent in 1991, largely 
as a result of unusually low December inflation figures. In 
January and February 1992 prices rose sharply, and left the 
year-over-year rate at 6.9 percent. Most observers expect a 
decline throughout the remainder of the year. 
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The appreciation of the peseta tended to keep down the prices 
of products and services subject to competition from imports. 
For example, clothing increased only 5.4 percent, and food 3.5 
percent. Nontraded goods and services increased much faster 
than average. Housing and medical services were up 7.2 percent 
and 9.7 respectively. "Other Expenses" (primarily services) 
increased 9 percent. 


Trade and Balance of Payments: Imports in 1991 totalled 

$87.0 billion, an increase of 8.0 percent in dollar terms. 
Imports of capital goods grew 4.7 percent, less rapidly than in 
1990, reflecting both the slower growth in the economy, and the 
fact that the major investments of the previous four years have 
already modernized a significant portion of the capital stock 
of Spanish industry. Demand for imported consumer goods 
continued strong, except for automobiles, whose sales 
stagnated. The bulk of the increase in imports was from EC 
countries, which supply almost two-thirds of Spanish imports, 
and the U.S. share fell slightly in 1991. 


Exports in 1991 amounted to $55.2 billion, up 8.3 percent in 
dollar terms (10.5 percent in volume terms). However, the 
direction of trade reflects a widely divergent pattern. 
Exports to the United States and Japan were off, while 
shipments to:Europe were up. Automobiles account for the bulk 
of the increase in exports to Europe. Such shipments are the 


product of extensive foreign investment over the past few years. 


Net tourist receipts in 1991 yielded $14.5 billion, and the 
number of tourists was up 2.8 percent. Despite a rocky first 
quarter 1991 in which the Gulf War limited tourism, the tourist 
sector had a successful summer, in part due to uncertain 
political conditions in other parts of the Mediterranean. But 
after a number of years of strong growth, the tourism sector is 
facing retrenchment. Much of the increase in tourism was based 
on low-cost charters, but the appreciation of the peseta plus 
quality problems associated with rapid growth have made Spain 
less attractive. The Spanish industry is shifting its focus to 
more upscale tourism. Despite the adjustment difficulties, 
1992 should be a record year with the Barcelona Summer Olympics 
and the Expo’92 World’s Fair in Seville. 


Overall the current account recorded a $16 billion deficit in 
1991, some 3.0 percent of GDP. Long-term capital inflows of 
$32.5 billion in 1991 more than compensated for the current 
account deficit. Of that total, $25.3 billion was due to 
foreign investment, which was up 51.8 percent over the previous 
year. In anticipation of the post 1992 Single Market, many 
multinationals have chosen Spain as a site for important 
European manufacturing operations, considering that 
manufacturing labor costs run about 78 percent of the European 


average. The Spanish Government has aggressively sought out 
foreign investors. 
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Banking and Securities: While Spanish banks had high profits 
in 1991, the rate of growth was considerably less than previous 
years. Overall, the profits of Spanish banks fell to 

$5.5 billion, a decline of 4.5 percent. The five largest 
Spanish banks were up 5 percent. 


Profits of foreign-owned banks in general were up 3.2 percent, 
a rate of increase down from 1990. The largest American banks 
registered profits, although reflecting the trend in 
consolidation of overseas operations, First Interstate Bank 
closed its branch, and Chase sold its retail network. Bankers 
Trust, on the other hand, announced a tripling of its capital 
in Spain. 


Until recently, Spanish banking was characterized by tight 
regulation and large interest rates spread. Most competition 
was in service rather than price, with the result that Spain 
has a much higher number of branches than other European 
countries. In the last few years, the Spanish Government has 
gradually reduced controls on the banking system to foster 
competition. To prepare themselves for the Single Market after 
1992, Spanish banks have chosen a number of strategies -- some 
local banks have merged while others established corporate 
relationships with foreign banks. At the same time, several 
banks from other European countries have bought out local banks 
or established branch operations. While the Spanish domestic 
market has been dominated by the 7 (now 5) largest banks, 
Spanish banks are relatively small by European standards, and 
thus the government has encouraged mergers. 


The securities market reform which took effect in 1989 has 
transformed Spain’s outdated bourses into a modern computerized 
stock exchange (the "continuous market"), linking Spain’s four 
traditional exchanges. A strong National Securities Market 
Commission has given teeth to the reforms. The regional 
exchanges continue to operate and still deal in shares of small 
companies that cannot meet the requirements for the continuous 
market, which handles 90 percent of traded volume. 


Spanish securities continue to be attractive to foreign 
investors. Foreign portfolio investment was $4.1 billion in 
1991, up from 1990 when foreign investors purchased 

$3.6 billion of Spanish securities. There was a sharp upturn 
of foreign investment in Spanish Government debt instruments 
following the elimination of the 25 percent withholding on 
interest paid to nonresidents. 


PART B: IMPLICATIONS FOR U.S. BUSINESS 


Best Prospects: Strong demand exists for products, technologies 
and services that can help Spanish companies improve their 
efficiency and competitive positions. Growing affluence of 
local consumers is also creating a host of new opportunities 





-10- 


for American suppliers. Sectors offering particularly strong 
potential are: 


Franchising 


Spanish investors seek proven, efficient business operations to 
develop in response to the more competitive local environment. 
Automotive maintenance, business aids and services, convenience 
stores, dental centers, specialty foods, health aids, laundry 
and dry cleaning, real estate services, recreation, rental 
equipment, and weight control are among the industry categories 
offering particular opportunities. The franchise sector is 
currently underdeveloped with only about 300 franchises in 
operation. Annual revenue growth in franchising is estimated 
at 30 percent in the coming years. 


Pollution Control Equipment 


The need to comply with tougher EC standards is driving both 
public and private sector investment in air and water pollution 
control equipment. Total market demand will be about $500 
million this year; annual growth over the medium term is 
estimated at 30 percent. 


Telecommunications Equipment and Services 


Infrastructure development and deregulation are contributing to 
the change and growth in Spanish telecommunications market. 
Liberalization of data transmission (1993), value added 
services, paging, trunking, and a second mobile cellular 


operator (1994) are fueling demand for new equipment and 
services. 


Computers and Peripherals 


U.S. suppliers enjoyed about 20 percent of the $4.5 billion 
Spanish hardware market in 1991. While margins have fallen, 
the local market, with 5 percent growth forecast this year, is 


very attractive relative to other developed country computer 
sectors. 


Computer Software and Services 


Software and service demand rose 15 percent last year to reach 
a total market value of $3 billion. U.S. product and services 
are well regarded. Market growth in the 12-18 percent annual 
range is expected through 1995. 


Medical Equipment 


Strong expansion in the private sector will contribute to 
overall growth of 10 percent this year. American exporters 
captured about one-quarter of the $1.5 billion medical 
equipment market last year. The Spanish sector is still 
"catching up" to standards in its more affluent EC neighbors. 
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Laboratory and Scientific Equipment 


Quality control concerns, environmental monitoring 
requirements, and increased R&D expenditure make this an 
attractive sector. Total market size is estimated at $900 
million, with U.S. exporters suppling about a third of this. 


Films and Videos 


The video rental market is recovering from its 1989-90 slump. 
The Spanish television market is now competitive with strong 
demand for American movies and series programs. Cable TV 
regulations are expected this year, which will bring more 
broadcasters into the market. Movie theaters maintain their 
market share. Total market size is estimated at $630 million, 
with U.S. products accounting for roughly three-quarters of the 
total. Ten percent annual growth in revenues is forecast for 
the next three years. 


Coal 


The new National Energy Plan calls for the construction of a 
new 550 MW power plant fueled by imported coal. The plan also 
anticipates increased blending of local coal with imported, 
lower sulphur coal to reduce pollution. Particularly good 
prospects exist for U.S. subbituminous coal exports to power 
utilities located in northwestern Spain. 


Travel and Tourism Services 


Growing affluence is allowing Spaniards to travel further 
afield during their vacations. About 270,000 traveled to the 
United States last year. Their average spending was $150 per 
day with a one week length of stay. New York City, Florida, 
California, and the U.S. National Parks are preferred 
destinations. 


Forest Products 


Great opportunities exist to increase exports of forest 
products. The United States currently supplies only 15 percent 
of the market. Promotional efforts of the American Plywood 
Association have generated significant interest in importing 
plywood and lumber for use in U.S.-style timber frame 
construction. There are also significant opportunities for 
hardwood use in joinery and furniture. 


Spanish imports from the United States increased slightly to 
$7.4 billion in 1991. Aircraft and parts, soybeans, corn, 
coal, computer and business equipment, and medical equipment 
were among the leading export sectors. 
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How to Gain Access to the Spanish Market: For most 
new-to-market American companies, identification of a Spanish 
distributor or agent is the most realistic market entry 
strategy. Local government regulations on distributor 
agreements are straightforward. The Spanish are not mail-order 
buyers; a visit to Spain for face-to-face meetings with 
potential distributors/clients is usually necessary to be 
successful. The U.S. Department of Commerce Agent/Distributor 
Service and/or FCS Spain’s Gold Key Service for visiting 
American business representatives are ideal tools ina 
company’s search for qualified representation. The U.S. 
Embassy, through the Foreign Commercial Service (FCS) and the 
Foreign Agricultural Service (FAS), is ready to help American 
firms, particularly small and medium-sized ones, to participate 
actively and profitably in this rapidly expanding market. 


Investing in Spain: Spain’s strong economic performance within 
the EC since 1986 and attractive incentives have been 
successful in generating substantial investment spending, both 
by local and foreign investors. The United States remains the 
largest foreign investor in Spain (about a quarter of the 
total), although it no longer has the dominant share it had in 
the 1970s. The stock of American direct investment is 
estimated at over $8 billion. Substantial investments have 
recently been made by Ford, General Motors, AT&T, IBM, Hewlett 
Packard, and Hughes, among others. Dupont and GE Plastics have 
major investment projects in the construction phase. 


Upcoming Promotional Events: To take advantage of the 
substantial business opportunities, FCS Spain is planning the 
following promotional events in 1992 and 1993: 


1992 


Franchise Trade Mission - June 1-5, Madrid and Barcelona. 


USA Pavilion at SIMO Computer and Business Equipment Show - 
November 13-20, Madrid. 


1993 


USA Pavilion at FITUR (tourism to the United States) - 
January (third week), Madrid. 


Matchmaker Trade Delegation (medical equipment, computers, 
peripherals and software) - February, Madrid and Barcelona. 


Matchmaker Trade Delegation (outdoor recreation equipment 
and sporting goods) - March, Madrid. 


Additional information on these events may be obtained from FCS 
Madrid by fax: (34-1) 575-8655. FAS Madrid can be contacted 
for assistance in exporting agricultural products by fax at 
(34-1) 576-8063. Both can also be reached by phone through the 
Embassy switchboard at (34-1) 577-4900. 


*U.S. Government Printing Office : 1992 - 311-913/40050 





